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ABSTRJ>.CT 

This report reviews certain aspects of the 
effectiveness of the Public Law 96-265 provisions i Section 1882 of 
the Social Security Act) designed to protect the elderly against 
substandard and overpriced health insurance policies supplementing 
Medicare. This document on Hedigap policies includes an executive 
summary and five chapters. Chapter 1 looks at the Medicare program; 
the Baucus Amendment; state regulation of insurance industry; the 
Meaigap market; and the objectives, scope, and methodology of the 
reports Chapter 2 examines state regulatory programs > almost all of 
which met minimum federal standards. Chapter 3 discusses the policies 
reviewed by the General Accounting Office, which generally met 
standards. Chapter 4 explains loss ratio and presents findings that 
loss ratio experience of Med i gap policies is mixed and generally not 
used by states to evaluate premiums. Chapter 5 examines federal and 
state efforts to curb sales abuse through education and penalties. 
B|csuse the report found that Section 1882, when combined with state 
efforts^ appeared to be meeting its objectives of protecting the 
elderly against substandard Medigap policies and providing them with 
information on how to select Med i gap policies, no recomiendations for 
change are included. Four tables and one figure are included; 
Company-Wide Loss Rati© Experience for Medicare Supplemental 
Insurance is appended. (NB) 
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The Honorable Fdfttiey H. (Pete) Stark 
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The Honorable Willis D. Gradisbh, Jr. 
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Utis report is in re^n^ to your February 25^^ 1986, request to review certain 
aspects of the ef f&rtiveness of the PublicLaw 96-265 provisions desired to protect 
the elderly agan^t substaridard and overpriced health insurance policies 
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to others on request. 
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health ca« cost, of the elderly, but they « 

tal980 ttie eongress amended the Social Security Act to provide stan- 
198?S ^"^^ ^^^^ as Medigap hT^bSSy 
« **^«"ty Me'^ber. SubcdmmitSon^ 

M^^fS^y^?''^^^^'^'^' Means, requested S^eZ- 

f . P^^"^ ^« '^"^^ P^o^^e a minimmn level o^ 

benefits at a reasonable price and front deceptive advertising^ ^imS 

and to mVe the eldPrlv infnrmofi«« ^^..ui/^c;^ ~ 1™*"^ 



Background ^on i|? of the S^ security Act, added by Public Law 96-265, 

June 9, 1989, ^tablished standards for Medigap policies requiring ffiat 
ftey provide at least a minimum level of benlfite^v^T^^lu^^ 
(^rtain provyions, The la^ also set minimum expected^ete df^Sfit 
payouts-called loss ratios. Medigap policies soidtoSdf^du^il^** 

^S^^^ ^ PoHcyhold.rs as benefit o^l^t 60 
^^cent of the^remiums coUected, and this minimum loss ratio ^ set 
at . 5 percent for policies sold to groups. Section 1882 also estabSh^ 
fed^ cmmnal penalties for engaging in abusive sales^d 
practices for Medigap poUcies. *"ia marKeraig 

The stetute incorporated by reference the Medigap standards eont^ed 

ttillationalSSS Of 
W^ceOjnmussioners and set fortii two procedures for detenS^ 
whether u^urance pohdes meet the federal standards. Firet if a^ 
^'^^^^^^^'^reecm^ that are at least as s^rentSfhe 

^^^'^'''^''^ ^ r^ulrem.|S^|! 
lated by the state are deemed to meet the federal requireinents. 

Si'J'f «*^^^ ^tablished a voluntary certification program under 
wh^ch insurance companies could market policies as MediaSu^S 

to the Secretary of Healtii and Human Services (me). If tile Secretary 
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determines that a submitted yohcy meets federal requirements^ it is cer- 
tified aiid can be marketed as Medigap- Only two policies have been sub- 
mitted to the Secretary, and neither had been certified as of September 
1986. 



To ev^uate if policies being marketed as Medigap insurance meet the 
requirements of section 1882, GAD visited nine stat^ and the District of 
Gblumbla that h»tl laws and/or regulations at least as stringent as the 
association's model and two states that did not. gao reviewed 142 pbli- 
ci^ fbr cdmpUOTkC^^ the federal stahdso-ds and obtained loss ratio 
data for 394 indSviduai and 4^oup p^lici^ sold by 92 commercial firms 
and 13 Blue Crc«s/BMe Shield plans. Pr^raui^ collected hattonwide oh 
the^ 394 individual poBdies totaled over $2.1 billion in 1984. The total 
estimated Medigap market in that year was about $5 billion. 

Other types of health insurance sold to the elderly— such as hospital 
indemnity, dread disease, and nursir^ home insurance — are hot techni- 
cSly Medigap policies and do not fall under section 1882. They were not 
covered by gao's review. 



R^ultS in Brief section I882 has eneburapd state^^^^ of Medigap insurance regu • 

l^co y programs at least as stringent as the association's model, and only 
four states had not done so as of September 1986. This, in turn, has 
r^ulted in more umfbnn regulation of Medig^ insurance and increased 
protection for the elderly against substandard and overpriced policies 

Medigap policies sold by commercial insurers that had more than $50 
million in premiums and Blue Crc^/Blue Shield plans genersflly met the 
1(^ ratio reqturanehts of section 1882. However, over 60 percent of the 
commercial insurance policies with premiums Under $50 millibh in 1984 
did not mea th^^^^ The loss ratio for all individual policies 

studied meant that about 60 cents of every premium dollar was remrhed 
as benefits or added to reserves. 

Many Medigap policies ojvered more than the mihiihurn required bene- 
fits. Wfferene^ in benefit cbvers^e smd loss ratios among policies illus- 
trate the unportance of comparison shopping. To assist the elderly, the 
federal and state gbveriiments have made available information useful 
in shopping for Medigap insurance. 

Abi^ stiU occur iii the ssfle of Medigap policies. But many states have 
attempted to prevent abuse through such actions as mdnitdrihg sali^ 
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arid advertisir^ practices and revoking or suspending insurance agent 
Hcenses and issuing cease aiid desist orders to iftsurers; 



GAO'S Analysis section I882 was enaeted^g states had laws and regulations per- 

tainii^ sp^eificaHy to Medigap insurance; currently, 46 states, Puerto 
Rico^and the District of Columbia have laws and regulations that meet 
the section's minimum requirements. Thus, the states are primarily 
r^pdhstble for a^uring that the ferleral standards for marketing 
Medigs^ insurance are met. (See p. 14.) 



Policy Review gao compared a sample of 142 poUcies with the association's minimum 

standards. In gao's opinion, 49 of them did hot meet all of the standards 
for coverage. Forty of ttibse policies feU short; on only one standard. The 

mcetfi^uent shortooming concerned the Medicare blood deductible 

28 policies failed that standard, because they would not pay the full cost 
of the fii^t thi^ pmts of blood, which Medicare does not cover. The 
identified shortcomings were relatively minor problems. (See pp. 21-24.) 

On the bttter hand, 137 of the 142 poUcies exceeded the minimum stan- 
dards in some resj^. Seveh^^i^t of them would cover the $492 
part A deductible for inpatient service, and 63 would pay the $75 
annual part B deductible for physician and medicS supplier services. 
Sixty-^ven policies woUld cover the part A coinsurance for the 21st 
ttirbup lesth day of necrasary skilled nursirig care. (Medicjffe pays ihe 
full cost for the first 20 days.) (See pp. 22-23.) 



Loss Ratios The loss ratios of rnbst policies were below the section 1882 targets; 

however, tfie loss rati^ of the policies of the Blue Gross/Blue Shield 
plans and the Pmderitial Life Ihsurjmce ebrtipany were generally above 
the targete. (See p. 28.) Th ase are the policies most commorUy pur- 
ebred. The Blue Cr^^/Blue Shield individual pbHdes gao reviewed had 
19»4 premiums of $776^6 nuHibri and an aggregate loss ratio of 81.1 per- 
oent; the commercial individual policies included in gao's ahaflysis had 
nationwide 1984 premiums of $L3 billion, and Prudential (with a 1984 
loss ratio of 77.9 percent) had almost 25 percent of that busing. (See 
app. I.) 

For the 376 individual policies of commercial insiirere studied, the loss 
ratio was 60.2 percent for 1984. In other words, $770 million in benefits 
were returned for the $1.3 billion in premiums paid. Thus, for every 
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$1 in premiums, 60 cents was returned as claims payiYients or used to 
increase reserves, and 40 cents represented administrative and mar- 
ketmg coste and profits. The same figures for the Blue Cross/Blue Shield 
plans studied are 81 cents in benefits to 19 cents in costs and profits. 

The loss ratio provision of section 1882 is a tai^et to strive for, not a 
i^uiremem ior actual p^^ Thus, according to hhs*s intei^reta- 

tibh of tJie law (which gag finds reasonable), states are not required to 
monitor loiss ratio experieiice. 



Monitoring of Ss^es smd Penalties for Medigap sSes abuse generally have been the prerogative 

Advertising ^f the states because they are primarily responsible for regulating the 

insurance industry. All states gao visited have a fonnal complaint 
systm, within either the state insursuice department or the state 
department of elderly affairs. State actions to stop abuses have included 
fines, (*ase and desist wdere, and the revocation and suspension of 
agent U -enses. All states gag visited aJsd mdnitbr the advertising prac- 
tices of insurance cdmpanies^Genersaiy, the states rely on the public to 
alert state officios to problems, through the established complaint 
system. (See p. 34.) 



Information Activities hhs and the association jointly published the Guide to Health Insurgugg 

for People With Medicare, wfiich contalns^much helpful advice for 
anyone shewing for Medigap insurance. Florida and Washington have 
published a shopper^s guide for Medigap insi^rance, and a Maryland offi- 
cial told GAG the state was developing sUch a guide. These guides give 
the elderly valuable information to help them obtain Medigap insurance. 
(See pp. 32-34.) 



ReCOIliniendatddnS section I882, when combined with state efforts, appeare to be meeting 

its objectives of protect^^^ Sderiy agdnst substandard Medigap pol- 
icies providing them with information on how to select Medigap pol- 
icies. Thus, GAG is making no recommendations. 



Agency GemmentS ^ught the views of federal and state agency officials during its 

work. Their views are incorporated in the report whercs appropriate. 
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On Febru^ 25, 1986, the Chairman and Ranking Mihbrity Member, 
Subcommittee on Health, House Gommittee bh Waj^ and Means, 
requested that we review compliance with federal standards regarding 
Medicare supplemental insurance pdUci^ scfld by the pnvate sector to 
the elderly. These policies— bftKi referred to as Medigap insurance— 
are desij^ed primarily to pay deductible andy*"or cbihsuranee amounts 
for hospital, medical, and JurgieS expenses covered by Medicare. The 
requesters asked us to compare policies with the federal mihimum stan- 
dards for Medigap insurance and to develbp mforination on legal sanc- 
tions imposed fbr abuses in the sale of such insurance. 



The Medieare F^gram Medicare is a federal program that pays much of the health care costs 

for eii^ble persons— almost all persbhs 65 and blder and some disabled 
persons. Medicare was estabHshed by title XVIII of the Social Security 
Act and became effective on July 1, 1966. The prbgram prbvid^ two 
basic forms of protectlbh: 

Part A, Hospital Insurance , is financed primarily by Social Security pay- 
roll taxes. It cbvere inpatient h^pital services, posthospital care in 
siaied hureing facilities, and care provided in patients' homes and by 
hospices. Part A benefits are paid bh the basis of benefit periods. A ben- 
efit peribdbe^ns when the beneficiary receives Medicare-cbvered ser- 
^ces^in a hospital and ends when he br she has been out of a hwpital or 
skilled nursing facility for 60 consecutive d^s. For any benefit peribd, 
part A pays for all covered services for the first 60 days bf inpatient 
hospital care except for the inpatient deductible ($492 in 198(5) and the 
firet tiiree pints bf blood used. For the next 30 days, the behefieiffly is 
responsible for coinsurance equal to bhe quJirter bf the deductible 
ambUht per day ($123 per day in 1986). Every person enrblled in part A 
also has a 60-day, nonrenewable, lifetime r^rve for inpatient hospital 
care that can be dfawh^f rom if mbre tiian 90 dsQ^s are needed in a ben- 
efit peribd. When reserve days su:^ used, the beneficiaiy is respbreible 
for coinsurance equal to one-hgOf bf the deductible amount per day 
($246 F«r day in 1986). Fbr medically necessary inpatient care in a 
sldlled nursing facility, after a hcepital inpatient stay bf at least 3 d^s 
and within 30 days bf dis«diarge from the hospital, part Ajays for aU 
covered services for the first 20 daj^ in a benefit peribd. For the next 80 
days, the beneficiaiy is responsible for bne-eipth of tite hospital 
deductible each day ($61.50 per day in 1986), and part A pays the 
remainder. Part A pays the entire cost bf all rnediestUy hecessaiy home 
health visits, and it pays for h^pice services for beneficiaries who have 
a teriranS illness and elect hospice care. 



ro^/^ *-«geo GSO/HRD«r^Medigi^»ln8ui»nce 
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Part B, Supp lementary ^edical Insurance , is a VdlUntaiy prograin 
financed by enrollee premiums and federal cbhtributiohs. EnroUee pre- 
miums currently account for 25 percent of total part B costs. Part B 
covers physician services and many other health services, such as labo- 
ratory and phj^ical therapy servic^. For each calendsu- year, the bene- 
ficiary is responsible for the first $75 of approved charges (the part B 
deductible), after which the prbgrsun pays 80 percent of approved 
clistt ges for covered services during the rest of the year, the beneficiary 
is responsible for 20 percent of the approved chsffges (the part B 
ebmsursmce), plus any charges in excess of the Medicare-approved 
ch arge on claims for which the physician or supplier does not accept 
assignmeri^.» 



The Baucus 
Amendment 



Public Law 96-265, enacted in i980, added section 1882 to the Social 
Security Act. Thlsjprovisipn is commonly referred to as the Baucus 
amendment stfterSen^^ Baucus, the amendment's chief sponsor 
in the Senate. This law was a response to marketing and advertisiiig 
abuses in the sale of J^edigap insurance to the elderly. Many abuses 
were detailed in hearings before the House Select CX)mmittee on Aging in 
1978 and summarized in published hearings and a committee staff 



The Baucus amendment defih^^ standards for policies that_ 

must be met before companies can martet them as Medigap policies. The 
standards are contained in a model regulatibh approved by the National 
Association ctf fi^ (naic) on June 6, 1979, and 

incorporated in section 1882 by reference. These standards (1) require 
such pdUcies to cover Me^ coihsunmce anounts within certain 
tenits; (2) require that purchasers of a policy have a ''free look" period, 
during which th^ may return an unwanted policy for cancellation and 
receive a fiffl refund of any premium pdd; (3) standardize many of the 
terms used in policies; (4) limit the period for which coverage may be 
denied for preexisting i^n^^ and (5) require cancellation and termi- 
nation claus(^ to be prominently di^layed. The standards for Medigap 
policies apply only to those sold to persons who qualify for Medicare by 



When physiaana and supphers accept a^gnment, they agree to Juj^t Malicare's determination of 
a r^i^le charge as payment in fiill and hot to bill behefidaries for charge in excess of the deter- 
mined reasonable chaise. 

^Abus^ in the Sale of 4feath Ihsurahcc to LHe^deriv , hearinite Mnr^ the House Select eommittee dri 
A©ng, Coiram Publication 95-165, November 28, 1978, and Abuses in the Safe of jiealth Insursh^ 
to the Qderiy in Sgpi danaitadon of M edi care: A Natioha^S^hd^. a staff stiidv nf th^ Hmico g^^^y " 
Committee oh Aging, Committee Publicadoh Number 95-160, November 28, 1978: 
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reason of age^ In addition, the Baucus ^endment established loss ratio 
targets for Medigap policies that set a go£Q for the percentage of insur- 
ance premiums to be returned to policyholders in the form of benefits. 
Medigap policies must be expecteS to pay benefits at least eciual to 60 
percent of the earned premiums for individual policies and 75 percent 
for group policies. 

Because insurance regulation has histericsaiy been a state responsibility, 
the Baucus amendment relies primarily on the states to enforce the 
Medigap standards. Federal f esix)nsibilities involve detennining 
whether state laws and regulations are equivsdent to the Baucus amend- 
ment standards and certifying policies on a vpluntaiy basis in states 
that do not have i^uiv^ent laws and regulations. the Mi^arrari- 
Ferguson Act (Public Law 79-15), enacted in 194fa, : ^ Congress 
expre^d its desire that the states continue to have primary resfK)nsi- 
biltty for regulatmg the insurance industry. When the Baucus amend- 
ment was enacted} nine states had rules and regulations specifically 
gbvernihg Medigap policies. 

The amendment established the SUpplementsQ Health Insurance Panel, 
comisttng of the Secretary of Health and Human Services (hhs) and four- 
state insurance commissioners or superintendents of irisurance 
atppointed by the President. The panel is responsible for reviewing each 
state's insurance regulatory program jnd certifying those that meet the 
minimurn standards cbhtsiihed in the Baucus amendment. In states that 
do hot obtain psaiel certificSion, insurere ms^ submit their policies to 
the Secretary of hhs for approval, hhs's Health Care Financing Adminis- 
tratis (hcfa), which adimitisters Medicare and supporte the panel, has 
reported that only two insurers had submitted policies to the Secretary 
and neither had been approved as of September 1986. 



Finally, the Baucus amendment rontains federaQ sanctions, consisting of 
fmes £md/OT Mprisohme^^ for (1) furiushihg fsdse inforination to obtain 
the Secretary's certification, (2) posing as a federal agent to sell Medigap 
policies^ (3) knowingly selling policies that duplicate coverage the ihdi- 
viduS Sfeady has, and (4) selling supplemental policies by mail in 
states that have not approved, or are deemed not to have approved, 
their ssile. 



State Regulation of Regulating the insurance industiy has ta-aditionally been a state func- 

j ^ J ^ . ^on, accomplished through the office of the s^ 

Insurance InauStry sloners. Ti\e state cbinmissibheire are linked through naic for the 
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purposes of discussing common problems, standardizing the annual 
reporting of financial information by insurance compsmies, and devel- 
oping model legislative acts for adoption by the individusd states. 

State regulatory processes and procedures generally include 

• prior approval of policies after a review of such features as policy read- 
ability and stand^:^zatibh of policy terms, 

• premium rate control, and 

• monitbrihg of unfair or deceptive acts through unfair trade practice 
regulations. 

HeSth smd su^cideht iratirance, of which Medigap is a part, is regulated 
through the same mechanisms nientioned above, except that premium 
rates are hot directly regulated^ Most states require premium rates for 
health and accident policies to be filed with the state and will disap- 
prove any ix)licy whose benefits provided are hot considered reasonable 
in relation to the premiums chained. The requirement for a reasonable 
relationship between premiums and benefits paid (claims incurred) led 
NAie te develop loss ratio behehmfflte^ A loss ratio is stated as a per- 
centage. For example, a policy earning $1 million on premiums and 
incurring claims of $600,000 has a Ic^s ratio of 60 percent. 



The m^dr sources of Medigap insurance are Blue Gross/Blue Shield 
plans and commerci^ insurance companies. The Blue Cross and Blue 
Shield Association told us that, nationwide, the premiums for its Medi- 
care complementaiy insurance sold to individuads totaled about $3.7 bil- 
lign^ in 1984. Earit^ premiums of commercial Medigap ihsurahce for 
1984 totaled over $1.2 billion. These policies were sold by over 90 dif- 
ferent companies^ but the following three companies accounted for over 
50 percent of the earned praniums: 

^Thfe figure tacludis Medigi^ jsolideyslus some other Jwlides sold to cbmplemeht Medicare. The 
«|ssoda^ion rou^^^ an association representative told 

us most of these premiums would be for plans that meet or exceed Baucus amendment standards. 



The Medigap Market 
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llble 1.1: Cbmpanies Sellfng the Most 
Modigap Ihiurahce 



Dollars in millions 





1984 earned 




preitiiiiins 


Prudential Ihsiirahce Company 


$384 


United American Insarance Company 


188 


Bankers Life and Casualty Company 


166 




$658 



Bther forms of health insurance sold to the elderly include limited ben- 
efit plans^ such as hcwpital mdatmity and dread disease (primarily 
cancer) coverage. Th«e forms of insurance are not teehhiesflly Medigap 
policies^ although they may cover seme gaps in Medicare's coverage, and 
thus in a class of health and accident insurance plans outside the 
scope of the Baucus amendment. Hc»pital indemnity policies pay a fixed 
amount for each day ttie insured is in a ho^ital up to a designated 
number of days. Bread d^ase policies provide benefits brfly if one is 
stricken with the covered di^ase, such as cancer. Other policies may 
cover only oatam services or charges, such as required skilled hUrsing 
care furnished in a skilled nursing fsuiility. We did hot bbtaih data on the 
size of the market for such plans, and such policies are not included in 
the scope of our review. 



The Chairman and Ranking Minority Member, Subcommittee on Health, 
House Comnuttee bh Ways md Means, asked us to evaluate Certain 
aspects of the Bauais amendment. SpecifiC^y, we were asked to com- 
pare a sample of Medigap p^Ud^ mth the minimum standards and 
reqUiremehts in the law. Also, the requesters sought infbrmatibn bn 
legal sanctions imposed under the BaueUs amendment fbr abusive sales 
practices. 

We did our work at hcfa headqumere in Baltimore; the hcfa regLonal 
bffiees in Atlfflita, Boston, Denver, New York, Philadelphia, Sah Fran- 
cisco, and Seattle^ and in the states bf Arizona, Galiforhia, Colorado, 
Florida^ Maryland, Massac^ Missouri, New Jereey^ F^nnsylvahia, 
Rhode Island, and Washington plus the District bf Gblumbia. We select^ 
these Jurisdictions jUdgmehtsaiy in brder to include states with a sub- 
stantia pbpulatibn of Medicju* beneficiaries (those states had about 39 
percent of the beneficiaries), areas that are the home of trusts or groups 
that market Medigap policies nationwide, and state regulatory prbgrams 
that have not been certified by the panel (that is, Massachusetts and 
Rhode Island). 



Gbjeetives, Scope, and 
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In the states visited^ we did our work at the state insurance department, 
where we collected data maintained oh the premiums collected and 
claims paid for stll policies that we could identify^ as Medigap insurance 
and for which data were available. A tbtsQ of 398 policies were covered 
by the data, which we used to compute nationwide loss rati^ for th^ 
policies. In ^ditipn^ in all states except Missouri, we selected all Blue 
Gross/Blue Shield Medigap pcflicies, the five commerci^ Medigap poli- 
cies with the highest value of earned premiums in l984 (the latest year 
for which data were available), and a sample of all other Medigap poli- 
cies for detailed review of the coverage offered. We reviewed the 
selected policies (a total of 142) to detennine jf they met the minimum 
standards. In Missouri and the ESstrict of Columbia, our review focused 
on policies sold nationwide through trusts or groups. (See app. I for a 
list of all insurance companies for which data su-e included in this 
report.) 

We cbhtacted state insurance departments, offices of aging, consumer 
affairs offices, and/or offices of attorneys general as appropriate to 
obtain data on cdmplaihts and prosecutions of cases of marketing abuse 
or illegal sales practices. 

At HO^A headquartere and the regional offices, we obtained data on com- 
plaints about the marketing of Medigap policies. At headquartere, we 
alM reviewed MeF^'s ffles bperatiora of the Supplemehtel Health 
Insurance Panel in certifying states and hcfa's actions to verify that 
state regulatdiy programs continue to meet the Baucus amendment 
standards. 

Our f ield work was performed from March through July 1986 in accor- 
dance with gener£illy accepted government auditing standards. As 
requested the SUbcbrnmitt^ office, we did hot bbtaih written com- 
ments from the federal and state agencies involved. However the views 
of responsible federal and state officials were sought during bur work 
and are ihebrpbrated in tite report where appropriate. 
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TTie Supplmehta HeSffi Panel, established by the Bauais 

»nendment, renewed state regulatpiy programs and then certified 46 
states, the District of Cdlurhbia, and Puerto Rico as haying Medigap reg- 
^atbiy programs that met minimum federal standards. The Baucus 
amendment en<9uraged sta to adopt the mihimiim standards. As of 
Septembei^l986, afe^ ^ percent of tfie nation's population lived in 
jurisdictions with regulatory programs that meet Baucus amendment 
standards, up from 35J^rceht in stat^ with Medigap regulatory pro- 
grams when ttie law was enacted in 1980. 



The Supplemental Health Insurance Paitel is responsible for reviewing 
state regulatdiy prog^ th^ that inedipbrate stah« 

dirndl equal to or more stringent than those contained in the naic mcKlel 
regulation and meet the loss ratio requirements of the Baucus amend- 
ment. Di ajuuversi^r study i^^ 1979, before the Baucus amendment was 
enacted, only nine states were identified as having minimum standards 
governing Medigap pdlici^. 

Hie panel was assisted in its work by hcfa staff, who reviewed th€5 laws 
and regulations of Ute states and compared them with the naic model. 
The staff j)repared recommendations of ai^roval or nonapprdval for 
the paners consideration. The panel held its fim meeting in December 
1980. 

The pffliel had approved ID state regulatory pro-ams by November 
1981, but other states had to enact legislation or adopt regtilatibhs to 
bring their pro-am into cbmpli^ce with the minimum standsu'ds. By 
July 1982, the panel had certified 30 additional states. Five more states 
and the District of Columbia and Puerto Rico were certified by Jahu^ 
1984. Khfiffly, New Jereey was certified in 1985. Thus, as of September 
1 986, the panel had certified 46 states plus the District of Columbia and 
PUertx) Rico. 

In support of the panel, hcfa has established a procedure to obtain 
annual update from the states on their continued compliance with the 
Baucus amendment, hcfa does this through annual recertifieatibh fettere 
td^he states^ In th^ lettere, a state official responsible for adminis* 
tering the state's regulatory program is asked to sign an attestation that 
no substantive chsmges v^re ma^^ state's regulatory program 
that would cause it to lose its certification. 
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We reviewed hcfa's annual recertificatibn files. In the 1984 file, we 
could not locate recertif ieatibn lettere from Alaska and Utah, but those 
states did submit such letters in 1985. In the 1985 file, we could not 
locate recertificatidn lettere from Tennessee, Montana, Washington, and 
the Dfetiict of Golumbia; hoover, each of them attested in 1986 that 
there were no changes to their regulatory programs. By August 1986, 
HCTA had reoeived re^^ letter^ from ail but five states. A hcfa 

representative told us that follow-up letters had been sent to those five 
states, requesting a reply by September 30, 1986. 



S^ne State Regulations some of^he e^^ states we visited have adopted more restrictive 
Are More RestSetive requirements than those in the Baucus amendment. For example: 

Than Miniinum • Pennsylvania, insurers must offer coverage of the part A deductible 

Standards ^^^^ model does not require coverage of this deductible), and the 

maximum part B deductible under Medigap policies is $75 per yeai- (the 
model allows for a maximum part B deductible of $200). 

• In Maryland^ Medigap policies must cover the part A deductible. 
Also, insurers must offer covera^ of the part B deductible, either in the 
policy or thrdu^ an optional rider. In 1986, Msaylahd amended its 
statute lb require Medigap policies to pay up to $100 for an annual low 
dose mammograph for the detection of occult breast cancer. 

• Washington and New Jersev require anticipated l^s ratios of 65_percent 
for individual policies instead of the 60 percent required by the Baucus 
amendment. 

• Bbth Cbldrado and Washington require a 3d-day "free look" period for 
all policies during which the pblicyhblder can cancel and obtain a return 
of preriuurn. The NAie model sets a 10-day period for policies sold 
directly by agents. 



States Not Certified 6y 
the Panel 



EKLC 



Massachusetts, New York, Rhode felahd, and Wyoming have not 
received panel certification. To obtain information on regulatory pro- 
grams of these noncertified states, we reviewed ddeuinehts available 
through HCFA bri why the state^^ were not certified^ and we visited Mas- 
sachusetts and Rhode Island. According to these documents, the regula- 
tions of the noncertified states did hot include many of the minimum 
standsffds, but some contdned features that exceed the naic model irt 
some reacts. 

Massachusetts' regulatory program did not meet three of the Baucus 
amertdment standards. Massachusetts (1) does not require insurers to 

17 



GAO/ifitD47-8 Mediiap Insurance 



Claqicet 2 

AjUfflMst Allstate EegnUtory Pw m n tM Meet 
Minimum Fedend Stsitdinis 



pay the blood deductible^' (2) do^hbt require eovefage for an addi- 
tional 365 days of 90 percent of part A expenses after the beneficiary's 
Medicare coverage is exhausted (Massachusetts requires payment of 
100 percent of part A exp«is^ for a total of 366 days); and (3) allows 
the insurer to exclude coverage for some part B services, such as 
durable medical equipmentj^docfcor's chsffges outside of a hospital, med- 
ical supplies, anbulance services, and dental services outside of a 
hospit^. 

In other respects, Massachusetts requires coverage at least equsQ to that 
required under the naic model regulatibh, and in some areas the state's 
standards are higher than the model. For example, Massachusetts 
requires policies to meet an anticipated loss ratio of 65 percent and to 
cover the part B cbihsurance without a dollar limit, whereas the model 
allows a $5,000 jmnual limit. 

New York State reguljrtibhs did not meet three of the minimum stan- 
dards. Specifically, New York's regulations did hbtjl) require ihsurere 
to supplement part B expenses when the beneficiary is not ho^italized, 
(2) require ddiveiy of a buyer's guide, and (3) r^uire a rweipt for the 
outline of coverage. Niw Ybrk r^atibhs require policies sold to indi- 
vidu^ byer i^e 65 to meet an anticipated loss ratib bf 66 percent, 
which is more restrictive than the Baucus amehdmeht target. 

Wyoming failed to meet two mirUmum standards. The state's regulations 
(1) allbwed the sale of part A bnly md pip B only supplemental policira 
md (2) jfflibwed reasonable charges to be based on the insurer's determi- 
nation rather than on Medicare's reasonable charge determihation. 

Khbde Island did not meet the Bauciis amendment standards in severi^ 
respects, the state's regulatibhs did hbt meet the minimum standards 
TOhcernihg (1) payment of the Medicare part A cbihsurance, (2) the 
limits on coverage of preexisting Conditibhs, and (3) defmitiohs of many 
stahdM-d terrns. Also, the Rhode Island regulations did not cover group 
policies. 



Gbnclusidns ^^^^ enactment of the BaUCUs amehdmeht, M but four states have 

adopted the naic model regulation for Medigap policies. We believe the 
amendment was effective in encouraging the states tb bnhg a degree of 

iUnder Medicare, the beneflciaiy iaresponsibie for ttie cost of the first three pliits of blocRl or may 
arrange for ttie replacement of the first three piiits. 
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Standardization to their regulatory prograitis for Medigap insUrahee. 
Neverthelras, state regi^ for these policies sire not iden- 

tical. Several states have standards that exceed the miniinum federal 
requirements^ and as discussed in the next chapter, Medigap policies 
provide vsoyihg degfe^ of coverage. 
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This chapter discusses TOmpUgmee with the Baucus amendment stan- 
dsa*ds (^eept for thwe related to lo^ ratios, which are discussed iri 
chapter 4, We reviewed a sample of 142Mediesffe supplemental policies 
and found that in he^ly cases the; / met the minimum standards pro- 
vided for in the Baucus amendment. 

A number of Medigap poiicies al^ provide coverage beyond what is 
r^uired- Fbr example, 78 of the 142 policies provided coverage for 
M^care's $492 hospital deductible, and 63 of the 142 covered the $75 
part B deductible. 

if any, of the policies provide coverage that could be termed cata- 
strophic, and coverage is usually limited to the same services that Medi- 
care covers. 



TheMfflbnum 
Standards 



For a policy to be marketed as a Medigap policy, the naic model regula- 
tion requires the following: 

Conditions for renewability must be stated on the first page of the 



If a pbBcy is sold as "noncancellable" or "guaranteed renewable," it 
must provide oiverap for the insured's spouse after coverage of the 
insured ends if prmiums are paid. 

A poii(^ that is terminated must cominue coverage for illnesses or acci- 
dents that dcoirred whUe the policy was in force, except that such cov- 
ers^e may be predicated on the continuous total disability of the 
insured, limited to the duration of a stated benefit period, or limited to 
the payment of mffldmum b^efits. 

The purchaser must be allo^imi a "free look" period during which the 

purcha^r may retUm the pbHcy and get a full refund of any premium 

paid; tH^ period must be at least 10 days for jjoUdes sold through 

agents and at least 30 days for iK>lici^ sold through the mSl. 

Tlie cover^ in the pbUcy must automaticsdly change as Medicare's 

deductibles and coinsurance requirements change. 

The policy may not define pn^xfetihg cbhdi^^^ more restrictively than 

as a condition that was diagnosed or treated within 6 months before the 

effective date of the policy, and l^hefits ^ay be denied for preexisting 

TOnditiohs for hb more than 6 months from the effective date of the 

policy. 

The policy must cover treatm^t for accidents and illn^ses equally. 



gj^^ Page 18 20 GAd/HRMM Medigap faBi^ 



CtS^^rB 

PoUdei Beviewied CjenenUy Met Standanls 



• Terms used in the policy ^ such as physician, hospital, sickness, and acci- 
dent, may be defined within certain limite, and Medicare must be 
defined in the policy. 

• the policy must cover all of the Medicare part A inpatient ^insurance 
for the 6ist through 90th dj^ in the hospital, and the 91st through 
150th day while the beneficiary uses his or her lifetime r^rve days, 
^us 90 percent of covered h^pital ihpatieht expenses for a lifetime 
maximum of up to 365 days after the insured has exhausted his or her 
Medicare benefits. 

• The policy must cover the Medicare pmt B coinsurance, but this may be 
sutgect to a deductible of $200 and a maximum benefit of $5,000 per 
year^ 

• The policy must cover the parts A and B blood deductibles. 

• the policy must have an butlihe^bf ebvers^^ which shows what Medi- 
care covers, what the beneficiary is responsible for, and what the sup- 
plemental policy covers. 

In addition, the naic standards include a requirement that ihsurere pve 
benefidanes a^buy^^ gmde. Tlus guide must be given to the benefi- 
ciary at the time he or she applies fbr insurance or, in the case of poli- 
cies sold through the mail, at the time the policy is delivered to the 
beneficiary, hcia smd naic have jointly develc^:^ a guide that describes 
Medicare^ Medlgap^ and other health insurance plans. 

Table 3.1 compares hcspital and physician benefit coverage for pay- 
ments by Medicare, the amount the beheficiaiy is responsible for, and 
the minimum coverage required of Medigap insurance. 
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Mgdkain (Part »); H6»pital Ihsuranc^-eowfd Sfvicaapf Bwiftt Ported 

Hospjt_ali;aJion--- First 60 days All but the $492 

61st to 90th day 
91st to 150th day 
Beyond ISO days 



semipriv^te room and 
board, geherai hursirig 
anditiisceijaneous 
hospital services and 
supplies 



deductible 

All but the $123 a day 
coinsurance 
All but the $246 a day 
coinsurance 
Nothing 



$492 

$123 a day 
$246 a day 
Ah charges 



Posthospital^kUled First 20 days 

nursing facility care~in a 

facility approved by_ _ __ Additional 80 dV^s 

Medicare it the beneficiary _ 

has-been In a hospital for Beyond 100 days 
at least 3 days and enters 
the facility within 30 days 
after hospital discharge 

Hbrne health care 



100 percent of costs 
All but $61 .50 a day 
Nothing 



Nothing 
$61 .50 a day 
All charges 



None 

$123 a day 
$246 a day 

90 percent of coyergl _ 
charges up to 365 days— 



None 
None 
None 



Hospice care 



Unlimited visits as 
medically necessary 



Full cost 



Nothing 



None 



Two 90-day periods and 
one 30-day period 



Blood 



_Blood_ 



All but limited coinsurance Limited cost sh|niig_fbr 
for but|«ti_eht drui^ outpatient drugs and 
inpatient respite care inpatient respite care 



None 



All but first 3 pints 



First 3 |3ihts 



F irst 3 pints 



Wedlcaro (Part B|: Wodical ihauran 

Health expenses— Medicare pays for heaUh 

physteians* services, services in or out of the 
putpatjent h^^ services hospital 
and supplies, physical 
and speech therapy, 
arhbulance, etc. 



80 percent of Medicare- 
apprbvedambunt (after 
$75 deductible) 



$75_deductibLe plus 20 
percent^of balance of 
approved arnbunt (plus 
any charge above 
approved amount on 
uhassighdd clalrns) 



Home health care 



Outpatjent hospital 
treatment 



Urilirnjied vi^itsas 
medically necessary 



Full cost 



All Medicare- approved 
charges hbt_cbv^Mby 
Medicare, this beneflL- 
rnay be limited {o $5,000 
peryear and rriay 
subject to an annual 
deductible of $200. 



Nothing 



Mbhe 



Unlimited as medically 
necessary 



80 percentof approved 
amount (aftsr $75 
deductible) 



$75 deductible plus 20 
percent of balance bf 
approved amount 
(assignment Is required) 



Same as for health 
expenses 



Blood 



Blood 



80 percerit of approved 

ambljntjafter $75 

deductible and starting 
with 4th pint) 



First 3i)iri_tspjus20_ 
percent of approved 
arnouht (after $75 
deductible) 



Same as for health _ 
expenses, plus first 3 
pints 



Clinical laboratory 



Unlimited as medically 
necessary 



Full_cbst (on assigned 
claims) 



Nothingon assigned 
claims. Difference 
b J ween Medicare 
payment and charges on 
Uriassigned clairris 



Same as for health 

ex4:>e.nses (on unassigned 
claims) 



•Based on calendar year 1986 Medicare deductible and coinsurance amduhts. 
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Asj^an b^s^n in the tab^^ poUci^ sffe not required to pay 

some items, such as the part A deductible. AIsk), under part B, a Medigap 
policy may have its own deductible of up to $200 per yeair and may alsb 
limit benefits to $5,000 per year. As discussed below, some policies pro- 
vide coverage beyond these minimum requirements. 

A person who is shopping for Medigap insurance snould be aware of the 
covers^e options avmlable.^he buyer's g^ published by ecfa 

and NAie mcludes a table similar to the one above plus other helpful 
hints for Medicare beneficiaries shoppir^g for health insurance. Also, 
each M^gap policy must contsiii ah outline of coverage, in a fonmat 
similar to the table above, which describes the coverages of the jfRjlicy. 
Comparing policies smd reading the buyer^s guide should give a Medicare 
beheficiOTy considerable inforaiation to help in choosing a policy. In 
addition, as discussed in chapter 5, we found that several states publish 
their own shopper's guides for Medigap insurance sold there. 



Policies Rigviewed by ^® reviewed 142 policies to detennine whether the provisions and cdv- 
f^Af\ ^^^B^ each were in cdmplismce with the baucus sonendment standards 

listed above. From the 398 policies on which we obtained earned pre- 
iTiium and incurred claims data, we selected 142 pblici^, which included 
in each state the five commercial policies with the highest earned pre- 
miums in 1984, all Blue Cross/Blue Shield plans in the state, and a 
random selection of other pblici^^Our objective was to select policies 
that would cover most of the business (the Blue Cross/Blue Shield plans 
and high-volume commercial policies) plus some lower volume policies. 

Although the basic purpose of our review was to determine compliance 
with Baucus amendment stands^ we also noted pbliQr coverages that 
exceed the mihirhum standards. 



Minor Shortcomings Noted In our opinion, 49 of the 142 policies we reviewed did not meet all of the 
in Certain Policies federal standards^ Generally, the policies fell short oh one of the stan- 

dsu-ds, as shown in table 3.2. 
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Tabto 3^: itodigap Pojictoi Thit Did 
Not MMt All NAie Standards 




l^tandard 
2 standards 



40 



3 stand ards 

Tom 



In bur bpinibn, iaosi of the shortcomings were relatively minor. For 
example, 28 policies failed the blwd deductible standard; th^ policies 
said they would cover 89 to 99 percent of the charges for tlie firet 3 
pints of blood rather than the required 199 percent or they were silent 
about coverage of blood. 



In aldition, 48 states (all but CaUfornia and Wisconsin) have adopted 
another of natc's model laws, the "Uniform Individual Accident and 
Sicldjess Policy Provision Law, " or laws sUtetahtisaiy similar to that 
model law. This law provides that all policies sold in the state must 
wmply wfih the state's statute. If a provision in a partieul^ policy 
conflicts with the state's laws, theeffeet of this model law is to change 
the pdUqr to a>mply witli state law. Thus, in the 44 certified states that 
have ^ adopted the natci uniform provisibh law, policies are required 
to meet the naic mbdel^r^ju-dl^ of the provisions of the poUQr itself 
HbWever, m case of a dispute between the beneficiary and the insurance 
company, the beneficiaiy may have to seek the aid of the state's insur- 
ancej?ep^1aneht or sue in the state's courts to obtain enforcement bf 
this requirement. 



Stsmdards Exceeded in Of the 142 poUcies, 137 exc^Jn some respect the minimum benefits 

S^e Areas required by the Baucus amendment. These policies may (1) prbvide 

"first dollar'' coverage, paying fbr Medic^e deductible under parts A 
or B; (2) provide sbmeebverage for extreme expenses because th^ have 
no m^cmium doUffl- limit on benefits; and (3} cbver service or charges 
not covered by Medicare. These extra benefits are discussed below. 

The minimum standards do not require Medigap policies to cover the 
part A deductible ($492 per benefit period in 1986 for in-hospital care) 
or the $75 per year part B deductible. Of the 142 policies we examined, 
vfe identified 78 that cover the hospital deductible and 63 that cover the 
part B deductible; 
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Medigap policies are required to pay 90 percent of the ih-hbspital daily 
e^te ^r up to 365 days, after the benefici^'s Medicsure benefits are _ 
exhausted, this type of coverage could be considered a liinited form of 
-catastrophic''^ health insur^mee. ITie pbKeies we reviewed generally do 
not provide coverage beyond the 365Hiay requirements, but 61 of the 
polici^ exceeded the nummum requirements by eovezing 100 percent of 
these d^Iy hospitad CMts. However, few Medigap beneficiaries would 
use this benefit, hcfa data show that only 0.6 jpnercent of persons aged 65 
yeare and greater hospitalized duraig 1984 used any of their lifetime 
reserve daj^. hcfa estimates that since the beginning of Medicare, about 
0.3 i^rcent of all enrbUe^ exhaus^ their 60 lifetime reserve days, at 
which point this benefit would apply. 

Six pbliei^ p^^^ or permitted psorment of more ihm the required 
20-percent psut B coinsurance. Four of the six policies paid from 24 to 
30 percent of the Me^^ for part B services, and two 

policies paid some portion of the difference between a supplier's charge 
for a service and the Medicare-approved amount for that service. 

Fifteen policies provided coverage for private duty nursing, which is a 
service not covered by Mediem'e. Sixty-seven of the Medigap policies we 
reviewed covered the psut A coinsurance C$61.50 per day in 1986) for 
the 21st thrdiigh 100th day ^f heeess^ sldlled hutting care, which is 
not required by the ininimum benefit standards. 



(inclusions ^ Medicare beneficisuy can buy Medigap insurance in the certified 

states with reasonable assurance that the policy either meets the min- 
imum b^ef it stand Jtrds of the naic model regulation or is required by 
state law to be in compliance with the standards. However, ah indi- 
vidual may still face significant out-of-pocket costs even if he or she has 
a Medigap policy^ because such policies are not i^Uired to pay the 
deductibles under parts A or B, may limit covei^e of psut B coinsur- 
axtoa to $5,000 per year, usually do not cover any costs that exceed 
Medicare's approved charges, ah^^ do hot cover services (such as 

nulling home estre) that are not covered by Medicare. 

We £Usb noted that msmy Medigap policies provide at least some cov- 
erage bevond the minimum requirements. 
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actual loss ratio experience of many individual policies did not meet 
the tai^et loss ratios of the Baucus amendment, but the actusU l^s 
ratios of the poHcies with the largest volumes of earned premiums were 
above the targets. However, loss ratios for a particular year can be diffi- 
cult to mterpret for a number of reasons. For example, a new policy may 
have a low 1(ms ratio, but the ratiomay rise as the policy matures. Also, 
poUaes that experience a high turnover in policyholders may have a low 
1^ ratio because of such factors as the 6^iibhth exclusion for new poli- 
cyholders for treatments associated mth preexisting conditions. 

The loss ^o in the Baucus amendment is the "expected" ratio between 
premiums and b«iefits paid, not a ratio that must actually be met. Thus, 
if the uisurer demonstrates to the state that it anticipates paying out 
enough in benefits to meet the spiecified loss ratios, it has met the loss 
ratio requir«nait. Accordingly, hib believes the stat^ are not required 
to evSuate whether the actual loss ratio experience of Medigap poUcies 
compUes with tiie target. We believe that hhs's interpretatibh is 
reascmiOjle. 

Ap^ndixj liste the annual earned premiums and loss ratios for 
Medlgap insurance for 98 commercial firms and 13 Blue Cross/Blue 
Shield drganizatibhs that issued the 398j)olicies covered by bur review. 
The l<»s ratio data cover the periwi 1982-84. The commercial company 
information is iiatiohwide data for policies for which data were avaU- 
abtejjvhere^ the Blue Cross/Blue Shield data are statewide. The 92 
commei^al companies for which the 1984 loss ratio was obtained had 
an aggregate lose ratio for 1984 of 60.2 percent. This Ibss ratio was sub- 
stantially influenced the experience bf the Prudential Life Insurance 
Company, which had nearly one-fourth of the earned premiuin ambuht 
and a loss ratio of 77.9 percent. The 13 Blue Cross/Blue Shield organiza- 
tions had an aggregate Ibss ratio of 8i.l percent during 1984. 



E3q)lanatibn of Loss ^^•o a policy represents the percentage bf premiums col- 

HaSoS ^ benefits; it is cbihputed by dividing the amount of 

mcurred claims by the anbUht of earned premiums for the reportiitg 
period. The r^ult of this computation is usually expre^ed as a per- 
cent^e. Incurred claims include hbt only paid claims but also reserves 
for claiins for services enroUees received during the period that have not 
yet been settled by or reported to the Jhsurer. The earned premium for 
the period for which a loss ratio is computed is an estimate bf (1) the 
pbrtibh of total premiums assumed txi have been used for incurred 
claims plus (2) the pbrt;ibh bf eariied premium that is available for 
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profit^ paying dividends, and such expenses as administratidn^ sales 
commissions, and advertising. 

Loss ratios, which sre Used in the insurance industry as a method of 
ihterpretdhg the amount of benefits returned to poliQrholders, are some- 
times considered a way of measuring the policy's value. Generally, state 
r^latbre told us that loss rati^ must be interpreted with care and that 
a loss ratio that falls below the minimum required should mark the 
beginning of research to determine the reasons for the variance from the 
t^get. 

In addition, severs^ state insurance departinent staffs told us that loss 
ratios are useful only when dealing with "mature" policies^but they 
have dif^feht opinions on whettier a mature pbliqy is one that has been 
in force for 2, 3, or 4 ye^. Factors that can affect the maturity of a 
policy are the 6-mdnth waiting period for claims involving treatmait fw 
pree3^tir^ o^nditibns and the expectation thS policyholders will need 
more medical services as they grow older and thus will submit more 
claims the longer they hold a policy. 



The Baucus am^dmeht require an "expected" loss ratio of 60 percent 
for policies sold^ individuals and 75 percent for jwlicies sold to mem- 
bers of groups. The state^ we visited all had requirements for Medigap 
policies to have an anticipated loss ratio at least equal to the Baucus 
amendment taints. When companies apply for policy approval from the 
state insirrahce commissioner, the stat^ require companies to include 
with the a{:^lication their actuarial estimates for the policy's anticipated 
loss ratio. 

HHS has interpreted the amehdm^t as not requiring state regulators to 
mbhitbr the actual Iots ratios of Medigap p3licies, but we collected data 
submitted by insurance companies to the state insurance departments 
and COTiputed loss ratios for 394 individual and 4 group Medigap poli- 
cies. The loss ratios of 254 of the policies were below the targets. 

Regarding loss ratios, the Baucus amendment provides: 

"The Secretary shall certify . . . any medicare su|)plemental policy or continue certi- 
fication of such a policy, only if he finds that such policy- 

**(2) can be exj>ected (as estimated for the entire period for which rates are com- 
puted to provide coverage, on the basis of incurred claims experience and earned 
premiums for such period arid in accordance with accepted actuarial principles and 
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practices) to return to policyhdl<iera in the form of aggregate benefits provided 
under the policy, at le^t 75 percent of the aggregate amount of premiums coUected 
in the case of group policies and at least 60 percent of the aggregate aihduht of pre- 
miums coUected in the case of individual policies. 

VTor puipbses of paragraph (2), policies issued as a result of solicitations of individ- 
uals through the mails or by mass media advertising (including both print and 
broadcast advertising) shall be deemed to be individusil pkiHcies." 

The amehdineht further provides that a state program mUst meet the 
same requirements in order to be certified. 

Oh May 6, i£«5^ in re^nse to an inquiry from Senator Baucus con- 
cerning the Medigap le^latibh, the Secretary of iw^ interpreted this 
provision as foUows: 

•The^statute requires that a M a minimum anticip ated loss ratio. 

It does ^ r^ujre that actual loss ratio jex perience be compared with what was 
anticipated^ The Panel certiHed States on the basis that aminimum anticipated loss 
ratio was re^uired^Cohsequehtly, there is not much information available about 
problems in ascertaihihg loss ratios or on the impact the Medigap program has had 
on policies that had lower loss ratios than that required." (Emphasis supplied.) 

TOus, according to hhs, the states are not required to compare the loss 
ratio ejq^rience of Medigap pbUci^ withthe standards for these ratios. 
We found several s^^ that, on their own, require insurance companies 
to furnish actual earned premium and incurred clairns infonhatibn. 

0f the states we visited, Colorado, Maryland; Missouri, and Penn- 
sylvania were collecting data that would sBlbw them to monitor the loss 
ratios of Medigap policies. 

Missouri morutbre^ business in that state, including cer- 

taih insurers who market polici^ nationwide through a trust arr^e- 
ment within Missouri, April 1986^ Missouri wrote to 38 insurers 
wh(MeJbss rati^ were below the targets, telling them that their loss 
ratios were tOT low and instructing them to lower thSr prerniurns 
acTOf dir\gly. Five msurer^ lowered their premiums. The other 33 
insurers responded, and as of September 1986 the state had contracted 
with an actuarial consultant to study th<^ responses 

Colorado, Maryland, and i^rmsylvania have bc^h collecting data on loss 
ratios, but as of At^t 1986, state officials had not concluded that 
action was necrasary. Colorado analyzed loss ratios for Medigap polides 
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and fbuhd thatth^j^Udes Kad average statewide lorn ratios of 54 per- 
cent and 58 percent for 1983 and 1984, re^ectively. As of June 19i36, 
however^ the state had hot rajuested explanations from companies 
whose loss ratic^ were below tJie standards. Many land requires insur- 
ance companies doing business in the state to report annually their 
expedience on p^ to M^land residents. If the company has so 

few policies in force in the state that a statewide loss ratio is not cred- 
iblCi the company may submit data on its nationwide experience. Mary- 
land requires data covenhg 5 yeare' experience, smd Penn^lvania 
requires 4 years' experience. 

The sta^ of Washington plans to begin a loss ratio monitoring program 
in late 1986 for all health and accident insurance. 

We_obt4Mned nationwide financial information on 398 policies for which 
1984 premium and claims ihformatidn was reported by 92 commercial 
fuTOS and 13 Blue Cross/Blue Shield plans. Using the data available 
from the states,* which varied from 1 to 5 yeare' ^cperiehce, we com- 
puted a cumulative loss ratio for each policy. The four policies with 
earned premiums in 1984 of over $100 million had 1^ ratios that 
exceed the target. Generally, the policira that were not meeting the 
loss ratio targets established in the Baucus amendment had less busi- 
ness, as shown in table 4. 1 . 



^Dataconoemi^ polid0 sold by Pitidendal, N^onal Hbihe Life, and Cblbhial Penh were hc^ayail- 
abie through the states we visite d; th ose daM were obtained through a private association, the data 
were also reported to us on an aggregate basis for each company's Medigap business, not on a pblicy- 
by-policy basis. 
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Ronqog19Woorhod 

Over $100miiiidh 



$50-99 million 



$1-49millibh 



tinder $1 million 



TdHL 



Tfp9 

Individual: 

eommerciai- 

Blue Cross/ Blue Shield 

Indiytdualj 

Commercial- - 
Srue Cross/ Blue Shield 

Indivlddal: 
Cornmerclal 

Bliie Cross/ Blue Shield, 

-Sroop- 

Indivrdual: 
CornmercifiS 
Blue Cross/ Blue Shield 

Group 



Numbortrf jiolk^s wWi 

Above ^low 
target target 



39 

ie 



144 



0 



2 

e 



158 
0 



254 



llie tofaS 1984 earned premiums for the 144 isolicies whose loss rati<» 
were above the tar^t was about $1 .4 billibh; for ttie 254 policies whose 
lo6» rmos WMe below tfie target, the 1984 earaed premiums totaled 
sdx>ut $660 million. 



The percentages of polidra wh^ Irass ratios were above and below the 
Baucus amendment^tarpts, ^up^ according to volume of 1984 
earned preiraum, are shown in figure 4.1. 
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ngira 4.1 :eiimiitaUv«boM Ratios for HI^^^HH 

Uragiji raii^ by Amount of 19M 

Eiffflid PrUnhmii Percentage 




Mori tfiin $100 $50-99 11-49 Um ihan II 



Range of 1984 premium in mill ions 




Above target 



Below target 



In appendix the Idss^atids of thej^^ sold the 398 policies 

plm six addJtlonsd cdmpani^ that reported premium and claims infor^ 
mation for years before 1984 are presented oh a company-wide basis for 
all pShcli^ for wH^^^ data were available. Overall, the aggregate loss 
ratic^ for the commerciaLcompames ranged from 59.2 to 66.3 percent in 
1982-84; for Blue Crc^/Bjue Shield pl^, the range of aggregate loss 
ratios was 81.1 to 93.7 percent. The cumulative lo® ratios of individual 
commeraal {K>licies for which we had 3 or more years of data ranged 
from 18.6 to 85.3 percent. For Blue Cross/Blue Shield individual plans, 
the cumulative loss ratios ranged from 68.1 to 111.8 percent. 



^les te Heeel ve Data 
That Can Be Used to 
Momtx)r Lc^ Ratio 



An NAic committee prepared a revised stand^d Medigap r^ form 
for caehdffl- year 1985 and later, naic recommends its reporting forms 
but does not have the authority to require their use; nevertheless, a rep- 
resentative of the industry told us that KAie forms usually become the 
industry-wide sl^dani. fhese reports are due from the insurance com- 
panies by June 30 of the year following the year the data cover. The 
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hew Med^ap fOTih csdls for lass ratio data to be reported for the "last 
completed ^endar year" and "last thiwealend» years." The hew 
form also i^Uu^ Iom ratio data for ••E^^riehce in Reporting State" 
and "Uhited Statra Totals." The impetus to develop and ihiplerheht this 
reporting form came from the stat^. 

When ^ completed our work at the stat^ in June 1986, they had hot 
yet raieivwlJUita re^rted tmder iitis hew framewprk, but the firet 
aimujd reports on the new form were due on June 30, 1986. Regulatory 
officials in the stat^ ¥^ viated b^Heved tfiat historical data are neces- 
sary for the states to adequately monitor loss ratio experience. 



GonclUsidltS insurance regulatory officials told us that Itos ratios are a useful 

tool in analyzii^ihsUran^ po&cy p^rforihahce, but caution that they 
are brfly a step in any analyds. ratios must be interpreted with care 
because of the factoid that may affect the cbnriputattcms. Eafly policy 
ex^riOT^m^^^t m a re low Iros ratio because of waiting 

periods for certain conditions when the policy will hot cover services. 
Also, new pdUcg^olders maybe i^atively healthy and file few claims, 
soa pbaqy experiencing substantial a^unts of new business may 
experience a relatively low iMSjatid . Thiw , loss should be viewed 
over the time ttts4 re]^:^hts "mature" experience. State officials could 
not give us a clear definition of matiire ex^rieiice, but the hew kmc 
reporting form requ^ts data ^verihg 3 yeare' experience. 

The Baucus amendment established 1^ ratio tsa-gets of 60 percent for 
individual M^^ap poUci^ and 75 percent for group Medigap policies. 
According to khs, there is no requirement for the states to determihe 
whether ix>lid^ ^:»^t tso^ets. Beginning with data covering cal- 
ends year 1985, the states should receive standardized loss ratio infor- 
mation, which will aid them in mbhitorihg loss ratio experience, if they 
chd^ to do so. 

We computed loss ratios frmh iiata avjBdlable in the states and through a 
private a^ociation. The Iws rati% of 254 of the 398 policies we 
reviewed were below the taints, and tiic^e poHci^ had about $650 mil- 
liea in earned p^ in 1984. Generally, the policies offered com- 
merciai firms with high volumes of eartied premiums and Blue Gross/ 
Blue Shield plans had l€»s ratic^ that exceeded the targets. 

Loss ratios reflect the cbmbmed ex^riehce of aU policyholders, but the 
purchase of a policy is a highly individual transaction. A relatively high 
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ratio mdicates that the policyholdere as a group getting a fjtir 
return on their premiums but does not promise any particular return to 
aii individual. 

As discussed in chapter 3^ the extent of benefits provided under 
Medigap insui^ce van^ am policies. This, combined with the wide 
differences in loss ratios discussed in this chapter^ indicates to us that it 
is important for t^hefida^ shop for Medigap policies in order to 
obtain the best return on their premitmi payments. Chapter 5 discusses 
some of the assistance available to beneficiaries when they are lobldhg 
for a Medigap policy. 
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the purchase of Medigap insurant can be a complicated transaction 
because poHey provisions, benefits, and loss ratios vary antdr^ pdhci^ 
that meet the minirium standards, hcfa and the stat^ have made var- 
ious efforts to aid and educate the elderly to make informed insurance 
purchase decisions. Sal^ souses continue, but the stat^ have taken 
«jme actions to desU with them tfe^^ monets^ penalties, cease and 
desist orders ^ued by state insurance commissioners, and the revoca- 
don and suspension of agent license. There have been no federal con- 
yictidns under the^ am^dment; hoover, the Postal Service has 

investigated Medigap insurance sale abtises under the mail fraud stat- 
utes. A June 1986 report* by ttie House Select eommittee on Aging con- 
eluded tftat the states have done a good job in implementing regulatory 
improvements^ but the report ndtra that abus^ pereist in the sgde of 
Medigap insurance. 

Generally^ federal ^d state agem^ initiate actions in response to com- 
plamte about advertising or sales practices. Federal agencies tend to 
emphasize educational activit es, to l^lp p^aple m^e choices 
Wha^alsb suppbrtii^ efforts to inform elderly persons about the 
options available to them, the states have been the primary enforcement 
arm against advertising and sale^ abus^. 



Federal Ef f SrtS locate Medicare behef idaries about purchasing private health 

insurance, hcfa and natc publish the Guide to H ealth Insurance for 
Peop leWith^edicare . TOe guide ihgudes sugg^tiohs to make pur- 
ehasCTS aware of and to protect themselves from misrepresematidns and 
abusive sales practices. The guide is made available, without chsffge, 
through SbcisQ Security offices, and it is published in English and 
Spanish. 

HGF^ also conducts a nationwide educational program for volunteers 
who assist Medicare beneficiaries considering the purchase of Medigap 
polid^^HGF^distiibutes its Medicare and IMvate He^h insurance 
Training Text to course participants as an instructor's guide. 

The Sddal Security Administration district offices^ as a contact point 
with the elderly^ may receive questions or cbmplaihts from Medicare 
beheficiari^. These district offices record complaints and refer them to 
HCFA regional ofHces. 



CatastTDpHic Health Ihs uw mce: "Med igM) Crisis. " a report by the^ehirman, Sabcommittee on Health 
and Long-Term Care, House Select Committee on Aging. Jiine l^. 




<2 34 GAQ/HKMt^ Medigap banrance 



State Federal A^ndp.Hai^ tiled to 
CiirhiSale8.Abo8e Thnnigh Edacatton 
and PenaltieB 



hcfa's regional offices have been involved with settling complaints from 
consuraers about possible misrepresehtatibh and other misfeadihg sal€^ 
praettees of companies and agents, hcfa refers these complaints to the 
appropriate state insurance departments or to the HHS Inspector GehersS 
fdrJiisiwsjtioh.^E^^ 1982-84, hcfa received 63 complaints 

of misrepresentation or sale of policies duplicating coyef age under 
another policy, hcfa referred 8 complaints to the ifiis Inspector General 
and 25 to the various state insurance depaitoients for I'ollow-^^ action. 
HCFA reviewed and dosed the other 30 complaints for lack of evidence. 
In fiscal year 1986, H complaints, hcfa closed 13 

of the complaints because of a lack of evidence; the other 4 were 
referred to state insurance departm^ts. 

In 1982, hcfa coc^rated with the U.S. attorney and the Federal Bureau 
of JnviMtigs^^^ insurance agents in Pennsylvania with 

representing themselves as feder^empldyees while persuading elderly 
people to buy medica insurant Baucus fflnehdment pro^des sanc- 
tions for posing as a federal agent to sell Mtdigap policies, the charges 
against these individuals were drbpFMed because of difficulties in proving 
that they reprinted themselves as government agents, but the state of 
Pennsylvania later penalized one of them by suspendirig his license to 
sell insurance. 

The Postal In^sctidn Service alrot^es against 
hisul^ce fraud tlTOU^ a consumer protection program directed at edu- 
cating J:he elderly about potential mail fraud Mhemes^ Accord to the 
ServiTO,^many of its^^^^^^^ assigned to crime prevention duties 

make presentations to various senipr citizen groups, and pamphlets on 
the tc^ic are provided at iwcost^The Service also has investigated 
ihsuratce fraud cases directed agdnst the elderly, although as of June 
1986 there were no current investigations aimed specifically at Medigap 
insurance. 



Mmy States Support 
Efforts to Ai^smd 
Educate the Eldeily 
With Medigap 
Bisuranee Decisions 



AH the state insurance departments that we visited, except Rhode 
Island's, had a consumer protection divfeibh to help elderly citizens 
uhderatsmd the sbme^^^ language of health insurance poli- 

ci^ and a^oup of investigatprs to hanrlle complaints received ^^oni the 
public. In RhcRle Islsmd, cdrn^^ about Medigap insurance are 
r^erred to the state's department of eldeiiy affairs. 

Some examples of state services to assist the elderly in makir.g Medigap 
insurance decisions are 
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• shopper's: guides that compare prices and coverages, 

• education programs available for presentation at senior citizen meetings, 
and 

• networks of counselors to help the elderly with insurance decisions. 

The state of Washington has a program that is centered bh the senior 
health insurance benefits advisors and includes a compsu-ative shopper's 
guide. The advisors tradn senior citizens and other volunteers to be 
aware of the variety of medic^ prbteetibh services available to the eld- 
erly. These trained volunteers serve as advisors for seniors in their com- 
munities, the office of aging staff in New Jersey said they trained 
people to cdUn?2l senior citizens in a program similar to that of 
Washington. 

In Arizbha the state Association of Life Underwriters created the Senior 
Citizens Health Insurance Counselors program. This prbgrsm was a 
response to the negative image given the industiy as a result of the 
state's "sting" operation, concluded in 1980, which demonstrated that 
agents had misrepresented the insurance they were selling. The objec- 
tive bf the program, which is financially supported by the state, is to 
train volunteers to counsel senior citizens heeding assistance in making 
intelligent deeisibhs about purchasing Medigap or other insurance. 

Florida officials issued a shopper's guide, and they conduct Medigap 
wbrkshbps at senior citizen association meetings and condominium com- 
plexes. They credit these efforts with creating a better infbrmed popula- 
tion whojure able to make good choices of coverage. They also said that 
they have received fewer complaints about Medigap insurance since 
these efforts have been in force. 

Maryland officials told Us they were assembling a shopper's guide for 
Medigap irsursmce available in that state. 



All of the states we visited had established rules and regulations gbv- 
eming advertising pr^ices and sales of insursmce by agents, and they 
mbnitbr advertising and sales practices. All of them also had a formal 
insurance complaint handling system, either thrbugh the state's depart- 
ments of insurance br elderly affairs, that included recording com- 
plaints, investigating the facts^ and attemptir^ to resolve the problems. 
Gener^ly, the states respbhd primanly to complaints from the elderly 
or their representatives. That is, the states are usually not aware of 
problems unless they are brought to the attention of state officials. 



Investigatidn and 
Sanetions 
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Pennsyivania had records on the number of cbmplaints about Medigap 
insurance received ^d the disposition of those complaints for the 
period July 1, 1984, through March 31, 1986, and Washington had 
recdr?* . for the period January 1, 1985, thfougli March 31, 1986. Penn- 
sylvania received 445 complaints, and the state's iiiyestigatofs consid- 
ered 234 to justified. Of the 504 complaints that Washington 
revived, its mv^tigators considered 239 to be justified. In both states, 
mcst of the justiHed complaints dealt wi:h qu^tidns regarding premium 
refunds, disputed^laha^a^ and clairi delays. In I^nn^lvsutiia, 29 
of the JustiHed complaints concerned misleading advertisii^ and agent 
misrepresentation; in Washington, 32 were about thc»e problems. In the 
other states visited, either we could not separate complaints about 
Medigap policies from complaints about other forms of insurance, or we 
cbiUd hot readily idtt^ the number of complaints received and their 
disposition for a recent time period. 

Althbu^ time did hot pennit us to catalog all actions taken by the 
states, the following are examples of actions tsUceh during 1985 and 
1986: 

1. Se"/eral states have s^ted to stop the use of mailings that were consid- 
ered misleadihg. For example: 

* The WasWhgtbh state ihsursitce commissioner's office issued a cease 
and desist order in Jaunuiuy 1986. The order directed two groups to stop 
mailing infdnnatibh tiiat attempted to deceive senior dtizens. The 
groups involved ^rore the "Senior Security Benefit Service" and the 
•^National Senior Advisory Center." Both had the same Washington, 
D^G., address. The off icial-iooking envd^ as well as the names 
and addresses of the groups^ led the state office fe e^aude that they 
were d^j^ang people into thiifldhg they were official government mail- 
ings, when the mdUngs were actual^ insurance marketing forms. 

• An agreement and consent order in February 1986 between m insurance 
emt^ahy imd the Pennsylvania insurance commissjoner called for the 
payment of a $6d,ddd settlement to the state. The Pamsylvahia insur- 
ance departineht co^ that the company's mail solicitations were 
misleading and deceptive, the Massachusetts state division of insurance 
issued a cease and draist dnter s^ainst the same insurance company for 
a de^ptiive mail solicitation. The state complained that the company's 
mailing suggested the purchase of the insurance was required by federal 
law. Florida fiflsb fined this company $5,000 for deceptive mailinp. 
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2. _ In March 1986, the state of Florida fined ah insurance company 
$25,990. Tids company was not renewing policies but rather offered pol- 
icyholders a new policy that started a hew 6^mbhth waiting period for 
benefits. 

3. Some states have dealt with insurance agent misrepresehtatibh cases 
through fines and/or license revocation. For example, an agent in Perm- 
syly^ua was fined for falsely representing himself as a Medicare offi- 
cial^ This was hot a first offense. In Florida, agent licenses have been 
revoked for Medigap sale abuses, according to state officials^ but the 
huitiber of iwc^tidhs was hot readily av^able. During 1984, Arizona 
suspended or revoked the licenses of 15 insurance agents for violations 
involving the sale of Medigap insurance. 

4. In tlune 1986, Maryland completed an investigation and received 
agi^Kl^ht f rbm an ihsursmee ^mp^^ to notify Jtsageh^^ 

were hot to use unfair or high-pre^ure saies tactics or to misrepresent 
themselves as agents of another company or Medicare. This investiga- 
tion grew but of consumer complaihts that the company's agents sold 
Medigap and other health |K)licies that were essentially duplicative 
because the policyholders already w^e covered by other insurance. 



In June 1986 hearii^ before the HdUse Select Committee bri Aging, Mih- 
iiesota's attbrhey gehersd testified on cuireht sales souses and actions 
taken by that state to stc^ abuses in the sale of Medigap insurance. 
Th^ actions included 

• enforcement bf state law through criminal prosecutions and revbcatibns 
of s^eht licenses, 

• direct assistaxice to senior citizens in solving their irii ^urance problems, 

• public educatibh to in^rih o^hsumers bf f swrtbre to be cbhsidea-ed wh^ 
buying insurance and how to guanl themselves against fraud, and 

• enactment bf legislatibh that prohibits the bversellirig bf insurance 
coverage. 



C^€lusl^lS many of the states we visited have acted to educate the elderly 

about Medicare and the various insurance plans that can be purchased 
to supplement Medicare coverage. Th^ actions include shoppers* 
guides, informational presentatibns^ and networks bf cbUhselbrs. We 
believe th^ acticms can do mucJi to help the elderiy make an informed 
purchase. The states we visited also have jaws against misleading adver- 
tising, arid they monitor insurance advertismehts. 
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Federal and state agencies have also brbu|ht legsl action against a^nts 
and companies who have he oh accused of misleading and unfair sal^ 
practices, when such cases are brouj^t to their attehtibh. G«teraily 
sales abuse cases have Iweh ihv^gated and prosecuted under state 
laws, in keeping with the states' traditional role 'li regulating the insur- 
ance indusdy. these prosecutions have i^ulted in sanctions that 
include cease and desist orders, license revocations^ and finra. 

While these state and ^eral actibhs do not ensure that purchaser will 
nbt make poor ehoicra or that purchasers wiU not be cheated, we believe 
that state and ffederal agencies ^ trying to educate and protect the eld- 
erly purchasers bf Medigap insurance. 
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1984 
Earned 

pmritiuftt 


1984 
IncQired 
claims 


1984 
Loss ratio 


Individual plarii 








Prudential Mfe Insorance Go 


$304,323,322 


$237,116,883 


77.9 


United Amehcah 


188,419,001 


88,D44.63i 


47J5 


Banker^ 1 ifa and riAQiialtx/ 


IRA 'W) 






Standard Life & Accident 


51,861.545 


29.858.646 


57.6 


Mutual of Omaha 


49,587,505 


25.842.627 




Globe bife & Accidgpt 


47.304.691 


24.776.196 


52.4 


National Home Life 


45,815,618 


26.772.D67_ 


58.4 


Reserve Ufe 


35.193.338 


29.953.640 


85.1 


Pyramid Life Insurance 


28.497.139 


18.557.828 


65.1 


National Foundation Life 


21.961.690 


11,894,?78 


54:2 


Pioneer Ufe Insurance of III: 


21.707.056 


12.929.321 


59.6 


Certified Life Ihsurarice 


20.663.005 


11,417_,492L 


55.3 


National States Insurance 


19.894.615 


9,822.195 


49.4 


Colonial Penn 


18.255.929 


12.075,496 


66.1 


Federal Home Ufe 

Mutual Protective Insurance 


17,258,098 


8.896.014 


51:5 


American General Life and 
Accident 


15.927.844 
i4.552.170 


6.659.314 
7.961.996 


41.8 
54.7 


Medico Life Insurance 


14.205.861 


5.518,723 


38.8 


Equitable Lifn S Casualty 


13,999,566 


5.063.557 


36.2 


Physicians Nf>otuaL 
Assdc. Doctors Life & Health 


12.581.102 
11,914,458 


7.069.959 
4,273,285_ 


56.2 
35.9 


New York Life 


10.237,255 


6.539.723 


63.9 


Continental Casualty Co. 


9,812.005 


2.814.031 


28.7 


Central States Health & Life 


9,195,714 


4.393.214 


47.8 


Guarantee Trust Life Insurance 


9,003.132 


4,767.036 


52.9 


First National Life 


8.^2.260 


5.656,607_ 


683 


Great Republic Life InsurariEe 


6,492.826 


3.382.189 


52.1 


Union Bankers Insurance 


6.251.551 


3.465.863 


55.4 


National Casualty 


5,242,158 


3.510.828 


67.0 


Montgomery Wiard Lite 


4.814,166 


(2.736.753) 


-56.8 


Liberty National Life insurance 


4.743.538 


2.828.693 


596 


Georgia Life & Health 


4,501.638 


3,137,387 


69.7 


American Republic 


4.475,029 


2,207,974 


49.3 


Golden Rule 


4,129,502 


P.253.680 


54.6 


Holiday Life Insurance Co. 


4.110.000 


10,163.000 


247.3 


Lumbermans 


3.990.943 


1.232,551 


30.9 


Investors Insurance 


3.965.730 


2.328,071 


58.7 


Mennointe Mutual Aid 


3.645.858 


3,073,739 


_ 84.3 



Gompasy^Wtde^pM bdo^cperietioe for 
Medicare Sapjpilemehul iMonuice 



1»3 
EinwJ 
prtmitim 


1983 
Incarrvd 
claims 


pi SIS 


- 1982 
Earned 
premium 


1982 
Incumd 
claims 


1982 
boea 

ratio 


eamuiatbre 
ioia ratid 




$173,890,068 


$140,167,705 


80.6 


$2712 


$264 


Q 7 

9.f 


7A Q 
1 0.9 


112,718,299 


57,196,513 


50;7 


64,772.723 


33,069,129 


51,1 


48.9« 


^^ 9AA 


00,^00,000 


CO f\ 


102,988,402 


63,953,885 


62.1 


609 


1^ CQ>i iriT 


9,249,431 


63.4 


4,>V^05f 


2,607,953 


55.3 


58.6 






oOo 


2,?41 ,299 


970,538 


35.4 


51 B 


0v,004,cw0 


l9,aOf ,090 


62.7 


10,963,665 


4,434,753 


40:4 


54.5 


'Vi PTR QQ^ 


^0,^00,OA f 


64.3 


21,275,670 


13,846,514 


65.1 


61.8 


wg,f 00,fcHg 


'tU,^0,l OU 


101.2 


OO 04 f 04 7 

22,615,217 


13.053,678 


57.7 


85.3 


16,071.227 


10,769,614 


62.0 


9,369,309 


6,682.172 


71.3 


66.8 


9,880,913 


3,158,142 


32.0 








47.3 






DO.O 








61.7 


1fi P7P 0*5^ 


1 1 9fi9 10Q 
1 1,^2,1 Oo 


Cl -O 

01 .3 








58A 













- 




494 


1'^ 970 H1Q 


1 1 QtA Q 1 n 
1 1 ,904,0lU 


78.1 


13,230,326 


13,049,702 


98.6 


79.2 




0,09fc,u0*f 


•KJ.l 


OC 4 4 O0 

251,1 00 


102,657 


40.9 


5d;d 


12 538 054 


0,£90,00U 




2,463,435 


789,737 


32.1 


44.4 














*54 7 


8,241,384 


3,667,200 


44.5 


1, §54, 158 


587,762 


"V) 1 

OV. 1 


an 1 














30.g 


10.097.716 


6,120.884 


60.6 


7,145,693 


4,223,390 


59.1 


□O.H 


7,445,337 


2,389,193 


32:1 


3,998,231 


841,333 


21.0 




5,676,360 


3.031,735 


53.4 


2,ieu754 




- -^.4 


57.8 


2,897,^ 


4,405,783 


152.1 


J ,830,954 


1,601.359 


87.5 


60.7 




11,017,301 


65.0 


3.113,499 


1.551.268 


498 


58.0 
52.9 


3,799,767 




50.9 








628 


6.447.222 


3,345,588 


51.9 








52.0 


4.431.324 


2.241,189 


50:6 


116,749 


12,959 


11.1 


510 


4,421,541 


1,814,467 


41.0 








55.1 


8,446,987 


5,979,369 


70.8 


6,431,691 


5,546,982 


85.4 


44.5 


2,2ra,663 


1,480,481 


65.2 








61:4 


4,842,659 


1,699,416 


35.1 








51.8 


3,500,216 


1,935,858 


55;a 


2,285,527 


1,336.073 


58.5 


53 4* 


1,532,127 


1,421,588 


92.8 


99,953 


4a,73fi 


48.8 


64.6 














247.3 




220,786 


55,807 


2S.3 








56.9 



1BJ48 83:1 



ERIC * 



^p^ndlxl 

C^m^aiyr^^e Ra^ Experience for 
Medicare Sappienient&l tauoriulce 



eompariy 


1984 
Eamad 
premium 


1S84 
Ihcufred 


1984 

toss ratio 


Bankers Commercial Life 


$3.645,?89 


$1,743,345 


47.8 


World Insurance 


3.540.470 


2.501.914 


76 7 


Gerber Life Insurance 


3,303.015 


1.447.855 


43.8 


Bankers Multiple Ufe 


3.064.199 


2.087.707 


68 1 


Slate Farm Mutual Auto 


3.049.747 


2,251,491 


- /O.O 


Trahspbrt Life 


2.640.508 


1.561.739 


59.1 


American integrity Jnsarance 


2.625.204 


659.524 


251 


Academy Life Insurance 


2,536,465 


1.676,947 


66.1 


Life/Health Ins. Go. of America 


2.504.503 


805.589 


322 


Directors Life Insurance 


2.^1,242 






George Vfeshingtbn Life 


2.414.101 


865,166 


35.8 


Acceleration Life Ins: 


2.385.415 


790.558 


33 1 


American Ihcbme Life 




1.348.368 


57.9 


Life & Casualty Ins: Co of Tenn 


2,198,105 


990.236 


4^ n 


Columbia Life 


1.884,736 


1 ,045 750 




Benefit Trust Life Insurance 


1.866.928 


997.771 


53.4 


American National Insurance 


1.845,871 


1.018:268 


55:2 


Industrial Life Insurance 


1,723,979 
1.707.532 


812.881 


47.2 


Grange Mutual Life 


1.339.545 


793.059 
1,139.07? 


46.4 
85.0 


Lutheran Brotherhood 


1.071.881 


500,466 


46.7 


First Farwest Life Insurance 


629.381 


351,299 


55.8 


Time Insurance 
Professional Insurance Corp; 


593.8^0 


246.741 


41.6 


Statesman Life Insurance Co. 


593.263 
569:020 


316.139 
146.756 


53.3 
25.8 


Guarantee Reserve Life 


505,579 


338.925 


67.0 


Guardian Life Ins. Co. of 

Amprir^ 

Liberty Life In^nranrp 


400,3/0 




449.872 




96.5 


American General Life Ins. of 
Delaware 


ooO.^UU 
361,597 


12,847 
162.326 


3:3 

44.9 


Marquette National Life 


342,929 


183,315 


53.5 


Arrialgarhated Labor Life 


276.8?5 


151.950 


54.9 


Public Savings Life Insurance 


267,049 


94.976 


356 


Central Natibhal Life Ins. Co. 


175,205 


66.757 


38.1 


Empire Life Insurance 


159.716 


88.057 


55.1 


United Equitable Insurance 


152.173 




594 


Cblbhial Penh Franklin 


143.890 


100.936 


70.1 




118.745 


124.923 


1052 


Union Labor Life 




10.037 


10.5 


National Health Insdrance 


84.610 


5.873 


6.9 




^2 GAO/HI»«MM«BgipIiBuraiK* 



Appia^^l_ ___ 

^mi»ny->V'-> Ratio Eaqperience for 
Medicare Sapptemental Iniannce 



- 1983 
Esrrad 
pramium 


1983 
Incuitid 
claims 


1983 
Loss 
ratio 


1982 

premium 


Incurred 
ciaims 


1 vo« 
toss 

ratio 


eamaiatise 
loss ratio 


$3,004,929 


$1,338,067 


44.5 


$1,872,820 


$686,749 


36.7 


442 


1,571,786 


1,248,509 


79.4 


249,310 


144,874 


58.1 


72.7 


1,373,475 


490,084 


35.7 








41.4 


2,825,963 


2,912,728 


103.1 








84.9 


265.215 


173;016 


65:2 








73.1 


791.609 


419,228 


53.0 








577 


1,175,011 


140,057 


11.9 


624,235 


?2.739 


3.6 


18.6 


2,723,355 


2,087,086 


76.6 








7U 


1,087,847 


167,945 


15.4 


87,746 


2.062 


23 


26.5 


2,163,353 


1,823,970 


84:3 








62.8 


1,795,756 


313,874 


17.5 


154.501 


11.796 


7.6 


273 


1,025,155 


290,138 


28.3 


16.720 


4.489 


41.9 


31.7 




261,ai5 


45.6 


174.549 


47.333 


27.1 


538 













— 


45.0 


3,230,476 


1 ,356^95 




890,757 


452.199 


50.8 


47.5 


731 ,403 


412,971 


56.5 


118.210 


65.762 


55:6 


54:4« 


1,429,432 


722,451 


50.5 








53.1 


1,562,4(36 


931,961 


59.6 








531 


1,419,644 


650,039 


45.8 








46.1 


227,839 


277,074 


121:6 








90.4 














46.7 


739,753 


423,488 


57.2 








56.6 


231,870 


34,324 


14.8 








34:0 


376,151 


204,843 


54.5 


213:555 


138.167 


64.7 


55.7 














2S.8 


293,283 


174,103 


59.4 


10,758 


3.950 


36:7 


63.9 


96.5 


3.3 














44.9 


357,726 


259,535 


72.6 








63.2 


315,200 


214,258 


68.0 








61 9 


73,118 


17,477 


23.9 








33.1 


3fl1 


136,691 


130,294 


72.1 








64.1 


503,587 


193.276 


38:4 








43.2 


70:1 


198,285 


64,610 


32.6 


1,142 


547 


47.9 


59.7 














10:5 


904 


0 


0.0 








6.9 
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GAO/HRt>87-8 MedlMi Infnraiice 



Conqwiy-Wide Lom Kltlb Eb^Heiice for 
Medicare Sdppleiheiitai Insurance 



Cbmpahy 


1984 
premlunrt 


__1984 
inctirraa 
claims 


1984 
Loss ratio 


Mass. Indemnity & Life 


$77,791 


$40,067 


SI 5 


Aid Assoc. for Lutherans 


76,036 


35.316 


46.4 


APstate Lite 


49,012 


18,485 


37.7 


Hartford A & 1 Co. 


42.299 


34,9fi4 


827 


Golden State Mutual Life 




ly.D lU 


59.6 


Midsoath Insurance Co. 


32.129 


6.233 


19:4 


Farm & Home Life Insurance Co. 


24,^f)7 


3,090 


12.8 




16,484 


5,928 


3Bj5 


First United Life 


16,331 


20.401 


124.9 


Great American Reserve 


13.544 


0 


0.0 


Bus Men Assur Co. of America 


12,452 


(99) 


-68 


MML Bay State Life 


8.244 


4,651 


56.4 


Providers Fidelity Life 


6,760 


2,711 


40. 1 


Hartford Lifis Insurance 


2,430_ 


(^.575) 


-106.0 


Hartford Life & Accident insur- 
ance 


221 


(13) 


-5;9 


American Guaranty Life Iris. 


wwiummiwii fc^iip |I4J. \^\J. 

Cosmopolitan Life 








Periirisular Life 


Pennsylvania Life 


Uriibri Fidelity Life Ihsurarices 


Total 


$1,279,668,410 


$770,706,675 


60.2 


indivldaal Biae Cross/Biue Shiald plan 


BC/BS MEDEX - MA 


$180,774,913 


$177,302,845 


98.1 




178.659,515 


154,581.402 


86.5 


Blue Cross/Blue Shield - FL 


148.000.000 




62.2 


Blue Cross of Phila. - PA 


69,401.471 


54,842.464 


79.0 


Blue Shield of CA 


58.421.769 


39,739.016 


68:0 


Blue Crbss/BlUe Shield - COLO 




16.559,636 


57.8 


Blue Gross of CA 


25.373.446 


14.743,665 


58J 


Blue Cross of Northeast - PA 


24.677.700 _ 




85.0 


BC/BS Maryland 


- 24.220.387 


21,497.409 


88.8 


Capital Blue Cross - PA 


23.182.873 


25.533:872 


110:1 


Blue Cross of Lehigh - PA 
Inter County Hosp; Plan - PA 


8.011.494 


6.503,743 


81.2 


Blue Cross of V\%sterri PA 


7,149.500 
67.550 


5.869.300 
58.508 


82 1 
86.6 


Total 


$776,613,983 


$630,207,020 


81.1 




Cosqu^r.wide Lew lUtHo ^cpeiieiice for 
Medteare Sui^leibeiital Insonuice 



1983 


1983 


1983 


1982 


1982 


1982 




Eanrad 


incurred 


tou 


Earned 


incurred 


Loss 


CiimulaUvt 


prwnlam 


clBimi 


ratio 


premium 


clalme 


ratio 


iosa ratio 


51.5 


46.4 


$30,639 


$12,513 


40.8 








38.9 


82.7 


35.111 


13,450 


38.3 








48.6 


9,546 


453 


4:7 








16.0 


12:8 


18.191 


4,3^ 


23.8 








2S.6 


I2i9 


0.0 




13.357 


10,435 


78.1 








69J 


40.1 


1,813 


3,801 


209:7 








28.9 


185 


51 


27.6 








9.4 


7,640,914 


5,850,807 


76.6 








76.6 








$920,161 


$747,991 


81.3 


81.3 


5,745,502 


4,217,572 


73.4 








73.4 


928,474 


692,305 
1^,615 


74.6 
35.9 








74.6 


15,869 


11,088 


69.9 








35:9 
69.9 


t816i482,883 


SS33,2ai,Q7fi 


65.3 


$289,940,419 


$171,524,515 


59.2 

















98.1 


$139,245,335 
128.000,000 


$139,845,027 
106.000.000 


186 4 


^113,935,355 


$109,036,823 


95.7 


93.4 


57,229,363 
49.316,985 


57,383.371 


82.8 

100.3 
74.4 


101,000,000 
41,243,912 


78.000:000 
45,870,826 


77:2 

111.2 


73.2 
94.2 


29.020.610 


15,838,193 


54.6 


20,355,669 


17,524,695 


86.1 


71:0 
64.0 


58 1 


18.844.262 


22,589,338 


119.9 


13,862,596 


15:575.201 


112:4 


103.1 


20.897.075 


20,917,600 


100.1 


17,206,984 


17,231,534 


100.1 


95.7 


21,150,228 


23,094,913 


109.2 


15,066,655 


17,796,568 


118.1 


111:8 


6.155.344 


6,719,419 


109.2 


4.117,746 


5,321,156 


129.2 


101.4 


821 


59.724 


58,951 


98.7 


51,261 


50,538 


98:6 


94.1 


$469,918,926 


$429,153,728 


91.3 


$326,840,178 


$306,407,341 


93.7 
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App^dlxl^ 

C^npsny-Wlite LoM Batio Experience for 
Medicare SnpplwmW IniiuiLiice 



eompany 


1984 
Earned 
premium 


1984 
incurred 
claima 


1984 

- toss ratio 




Blue Cross/Blue Shield ■ COLO 


S2.582:045 


$1,708.3?2 


66.2 


Bankers Life and Gastialty Co 


1,410,088 


874,048 


62,0 


United Equitable Insurance 


848,152 


311,113 


367 


Union Fidelity Life Insurance 


IbtaJ 


$4,840,285 


$2,893,483 


59.8 
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G^sO/W^MlS Medl^p liisiiraiioe 



^pei^UxI^ 

C>c>miMny-Mde_LoM Badb Experience for 
Medicare Sapplemenod bufonuf ce 



1983 
Eamod 
premium 


1983 
Incurred 
claims 


1983 
tattn ratio 


1982 
Earned 
premium 


1982 
Incurred 
claims 


1982 
Loss ratio 


eumuiative 
loss ratio 
















$3,659,666 


$2,874,491 


78.5 


$3,719,634 


$3,283,637 


88.3 


79.0 














62.0 


367 


48.926 


29,275 


59.8 








598 


$3,708,592 


$2,903,766 


78.3 


$3,718,634 


$3,283,637 


88.3 





"Curnijlafive loss ratio is based on more than 3 years' experience data; 
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6AO/HRIV87-S Mcdlgap inmirance 



U S. G«ner^ Accounting Office 
Post Office Box 6915 
Gaitheraburg, Maryland 20877 

telephone 202-275-6241 

Hie first five copi^ of eacfi report are free. Additional copies are 
$2.00 each. 

There is a 25% discount on orders for 100 or more copies mailed to a 
smgle address. 

Ordere must be prepaid by cash or by check or money order made out to 
the Superintendent of Documents. 
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